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| TEM 2. Acquisition of Properties

On June 30, 2000, pursuant to a Stock Purchase Agreenent dated March 13,
2000 (“Agreenent”), Touch Aneri ca, I nc. (“Touch Anerica’), t he
tel ecomruni cati ons subsidiary of The Mntana Power Conpany (“MPC" or
“Registrant”), closed its previously announced stock purchase from Qnest

Communi cations |nternational Inc. (“Qnest”). In accordance with the
Agreenent, Touch Anerica acquired Qwmest’s wholly owned subsidiary conpany,
Touch America Services Holdings, Inc. (“TASH ,” formerly known as Tel eDi stance

Hol di ngs, Inc.), a Delaware corporation. TASH owned all of the outstanding
capital stock of Touch Anerica Services, Inc. (formerly known as Tel eDi stance,
Inc.), also a Delaware corporation, which in turn owned rights and properties

associated with Qwest’s wholesale, private-line, [|ong-distance, and other
tel ecomuni cations services in US WEST's fourteen-state region related to
Qunest’s interLATA busi nesses. The purchase price was approximtely
$205, 900, 000, subject to certain adjustnents. The fourteen-state region
covers approximately 250,000 custoner accounts for voice, data, and video
servi ces. Touch Anerica also acquired a fiber-optic network of 1,800 route
mles and associated optronics and switches that wll connect to Touch

America’'s existing fiber-optic network and an indefeasible rights of use
agreenent for telecomunications capacity on Qumest’s fiber-optic network that
assists Touch America in providing services to some of those 250,000
custoners. We have collectively referred to TASH and the properties acquired
from Qvest as the “Divested Businesses” in this Form 8-K/ A As a result of
the acquisition, Touch Anerica enployed 173 of former Qwest sales agents in
the fourteen-state region.

The sources of funds for this transaction were a conbination of
approxi mately $147,000,000 in internal funds and approximately $59, 000,000 in
short-term borrowi ngs fromvari ous external sources. W may use proceeds from
the sal es of our energy businesses to pay down these short-term borrow ngs.

For additional information on the acquisition of the Divested
Busi nesses, the terns and events leading to the acquisition, and the
accounting inplications of the acquisition, see the follow ng sections of our
previous filings with the Securities and Exchange Commission (“SEC'): (a)
Part 1, Item 1, “Business, Telecomrunications Operations, Business”; Part I,
Item 7, “Managenent’s Discussion and Analysis of Financial Condition and
Results of Operations, Liquidity and Capital Resources”; and Part 11, Item 8,
“Fi nanci al Statenents and  Suppl enmentary Data, Note 3, Commi t nent s,
Tel ecomruni cations, Investnents and Acquisitions,” of our 1999 Annual Report
on Form 10-K filed with the SEC on March 22, 2000; (b) Form8-K filed with the
SEC on July 17, 2000; and (c) Part |, Item 1, Note 10, “Acquisition of
Properties from Qwest,” and Part |, Item 2, “Mnagenent’s Discussion and
Analysis of Financial Condition and Results of Operations, Nonutility
Operations, Tel ecommunications Operations,” of our Quarterly Report on Form
10-Q for the period ended June 30, 2000, filed with the SEC on August 14,
2000.

I TEM 7. Financial Statenents and Exhibits
(a) Fi nanci al Statenents of Business Acquired

Because TASHI and its predecessor were formed in 2000 to effect the
June 30, 2000 closing, the Divested Businesses were not part of a separately
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operated or incorporated business unit but instead were integrated with
Qnest’ s existing operations and services. To provide neaningful and accurate
information, therefore, and in accordance with a letter dated Septenber 5,
2000 from the Division of Corporation Finance of the SEC authorizing this
approach, we have provided abbreviated financial information with respect to
the Divested Businesses in lieu of full <carve-out financial information
required by Rule 3-05 of Regulation S-X

The follow ng special-purpose abbreviated financial statenments reflect
the operating results and financial position of the Divested Businesses, as
described in the acconmpanying footnotes: (1) Unaudited Statenments of Revenues
and Direct Expenses for the Six Mnths Ended June 30, 2000; (2) Audited
Statenents of Revenues and Direct Expenses for the Years Ended Decenber 31,
1999, 1998, and 1997; and (3) Audited Statenent of Selected Assets to be Sold
at June 30, 2000. The Statenent of Selected Assets to be Sold at June 30,
2000 shows the assets acquired on the basis of an allocation of the purchase
price as of the June 30, 2000 acquisition date.



REPORT OF | NDEPENDENT PUBLI C ACCOUNTANTS

To Qmest Conmuni cations International Inc. and Touch Anerica, |nc.

We have audited the accompanyi ng special - purpose statenment of selected
assets to be sold of Qwaest Conmunications International Inc.’s Divested
Busi nesses (as described in Note 1) as of June 30, 2000, and the related
statements of revenues and direct expenses for each of the three years in the
period ended Decenmber 31, 1999. These financial statenents are the
responsibility of Qmest Comrunications International Inc.’s managenent. Qur
responsibility is to express an opinion on these financial statenments based on
our audits.

We conducted our audits in accordance with auditing standards generally
accepted in the United States. Those standards require that we plan and
perform the audit to obtain reasonable assurance about whether the financial
statements are free of material misstatement. An audit includes exam ning, on
a test basis, evidence supporting the anpbunts and disclosures in the financia
st at enent s. An audit also includes assessing the accounting principles used
and significant estinates made by nanagenent, as well as evaluating the
overall financial statenent presentation. W believe that our audits provide
a reasonabl e basis for our opinion.

The special -purpose financial statenents referred to above have been
prepared on the basis described in Note 1 to conply with requirenments of the
Securities Exchange Act of 1934. These speci al -purpose financial statenents
are not intended to be a conplete presentation of Qwest Comrunications
International Inc.’s Divested Businesses.

In our opinion, the special-purpose financial statements referred to
above present fairly, in all material respects, the selected assets to be sold
of Qwest Communications International 1Inc.’s Divested Businesses as of
June 30, 2000, and the related revenues and direct expenses for each of the
three years in the period ended Decenber 31, 1999, in conformty wth
accounting principles generally accepted in the United States.

Art hur Andersen LLP
Denver, Col orado
Sept enber 15, 2000



STATEMENTS OF REVENUES AND DI RECT EXPENSES
QNEST COVMUNI CATI ONS | NTERNATI ONAL | NC.
DI VESTED BUSI NESSES'

Si x Mont hs
Ended

June 30, Year Ended Decenber 31,
2000 1999 1998 1997

(Unaudi t ed)
(Thousands of Dol l ars)

COVMUNI CATI ONS SERVI CES REVENUES ........ $ 155,027 $ 291,253 $ 244,962 $ 153,892

EXPENSES:
Operations and maintenance ............ 86, 311 162, 315 152, 954 95, 228
Selling, general, and admi nistrative .. 30, 554 61, 833 57, 419 39, 812
Depreciation ............. ... ... .... 8, 325 16, 650 16, 650 16, 650
125, 190 240, 798 227,023 151, 690

REVENUES | N EXCESS OF DI RECT
EXPENSES .. ... .. ... .. ... . $ 29,837 $ 50,455 $ 17,939 $ 2,202

*As described in Note 1

The acconpanying notes are an integral part of these special-purpose financial
stat ement s.

STATEMENT COF SELECTED ASSETS TO BE SOLD
QNEST COMMVUNI CATI ONS | NTERNATI ONAL | NC
DI VESTED BUSI NESSES

June 30, 2000
(Thousands of Dol l ars)

ASSETS:
Property and equi pment, net of
accurul ated depreciation .............. $ 60, 248

I nt angi bl es
Servi ces pursuant to indefeasible
rights of use agreement** ........... $ 130, 635
Customer lists ..... ... ... .. . ... 15, 000
145, 635

$ 205, 883

"As described in Note 1
" As described in Note 2



The acconpanying notes are an integral part of these special-purpose financial
st at ement s.



NOTES TO THE SPECI AL- PURPOSE FI NANCI AL STATEMENTS
NOTE 1 — ORGANI ZATI ON AND BASI S OF PRESENTATI ON

On June 30, 2000, Qmest nmerged with an incumbent |ocal exchange carrier,
US WEST, Inc. (“USW), and as a condition to the nerger was required by the

Federal Communications Commi ssion to divest its interLATA — or l|ocal access
transport area — switched services business for calls originating in the USW
fourteen-state region and all interLATA dedicated services for transm ssions

where one end point of the service is in the USWfourteen-state region (all of
which constitute the Divested Businesses). The Divested Businesses were owned

solely by Qnest.

Concurrent with the nmerger of Qwest and USW Qwaest entered into a
definitive agreenment with Touch Anerica to sell the Divested Businesses to
Touch Ameri ca.

Qwest has historically provided the Divested Businesses to its custoners
utilizing a cormmon workforce and its nationwi de fiber-optic network. Prior to
the merger with USW Qwest did not differentiate the Divested Businesses from
| ocal services; therefore, the associated conponents of the Divested
Busi nesses were not historically identified in such a manner.

To assist Touch Anmerica in providing the Divested Businesses to the
acquired custoners, Qwest sold dark fiber, optical electronics, and data
switches to Touch Anerica. These physical assets sold to Touch Anerica were
not historically used to provide the Divested Businesses. Qnest aggregat ed
t hese physical assets and the inpacted custonmer, agent, and other third party
contracts into a nemy forned entity, the stock of which was sold to Touch
Anmeri ca. The aggregate closing price for the stock transaction was
approxi mately $206, 000, 000. No working capital was transferred to, nor were
any liabilities assuned by, Touch America. The closing price is subject to a
series of post-closing adjustnents related to future revenues generated by the
Di vested Busi nesses. Touch Anerica and Qwest identified 173 enployees
included in the transacti on.

The acconpanyi ng special -purpose financial statenments are prepared in
accordance with accounting principles generally accepted in the United States
of Anerica and present the assets sold to Touch Anerica and the revenues and
expenses that were directly related to the Divested Businesses. These
speci al - purpose financial statenments exclude all other assets, liabilities,
and rel ated operations of Qwvest and its subsidiaries.

The acconpanyi ng speci al - purpose statenent of selected assets to be sold
includes the assets transferred to Touch America, at their estimted fair
value, based on a prelinmnary allocation of the purchase price as of the
acquisition date. The allocation of the purchase price is prelimnary and may
change wupon finalization of the independent appraisal of the assets
transferred to Touch Anerica.

To prepare the special-purpose statenents of revenues and direct
expenses, Qwest managenent allocated certain direct expenses to the Divested
Busi nesses on a basis that approxi mates actual expenses. Corporate overhead,
interest, and taxes are not included in the statenments of revenues and direct



expenses as these amunts are not allocated or charged to the Divested
Busi nesses by Quest.

Managenment believes such allocations are reasonabl e; however, because of
the exclusion of corporate overhead expenses, interest, and taxes, and given
the Di vested Businesses’ relationship with Quvest, the reported results are not
necessarily indicative of what would have occurred had the Di vested Busi nesses
operated as a stand-alone entity. Furthernmore, these special-purpose
financial statements are not necessarily indicative of the financial position
or results of operations of the Divested Businesses going forward because of
changes in the business and overhead structure on the transfer of the assets
from Quest to Touch Anerica

No cash flow information 1is presented because working capital
investing, and financing activities are centrally nmanaged by Qmest and not
specifically attributable to the Di vested Busi nesses.

In connection with the sale of the Divested Businesses to Touch Anmerica,
Touch America and an affiliate of Qwmest have entered into a Transition
Services Agreenent, dated as of June 30, 2000 (“TSA"), under which the Quest
affiliate wll provide billing and collection, custonmer care, network
nmoni toring and mai ntenance, software |icensing, provisioning, order entry and
data processing services to Touch America on a fee-for-services basis.

NOTE 2 — SUMMARY OF SI GNI FI CANT ACCOUNTI NG POLI ClI ES

Identifiable Assets

The assets transferred to Touch America are stated at their estimated
fair value, based on a prelimnary allocation of the purchase price. The fair
val ue of equipnent is based on current market prices for simlar equipnent.
Included in intangibles is an indefeasible rights of use (IRU agreenent under
which Qmest nust provide capacity to Touch America along specified

transm ssion routes for a period of 20 years. The fair value of this IRU
agreenent has been estinated based on current market prices per vertical and
horizontal nile for sinilar capacity and routes. The conponents of the

acquired identifiable assets are approximately as foll ows:

Property and equi prment $ 60, 000, 000
I nt angi bl es
Servi ces under | RU agreenent 131, 000, 000
Customer Lists 15, 000, 000

The fair value of the custonmer lists obtained has been estinated at
approxi matel y $15, 000, 000 based upon the conmi ssions that woul d have been paid

to third-party sales agents to acquire a sinmlar portfolio of custoners.

Communi cati ons Services Revenue

Revenues from communi cations services are generally recognized nonthly
as the services are provided. Anpunts billed in advance of the service nonth
are recorded as deferred revenues.

Oper ations and Mai ntenance Expenses




Operations and mmi ntenance expenses include the expenses of access and
network operations that have been attributed to the Divested Busi nesses based
on Qwest’s historical cost as a percentage of related revenues for sinmlar
services on Qmest’s nationw de fiber-optic network for the respective periods.

Selling, General, and Adm ni strative Expenses

Selling, general, and admnistrative expenses include the expenses
associated with the 173 sal es and sal es-support enpl oyees transferred to Touch
America, together with conmissions paid to third-party agents. Also included

in selling, general, and adm nistrative expenses are all adninistrative-
support expenses directly related to the Divested Businesses (including
expenses associated with billing, customer care, and data processing). These
admi ni strative-support services will be provided to Touch Anerica by Quest

subsequent to the transaction on a fee-for-services basis pursuant to the TSA
The historical adm ni strative-support expenses incurred by Qwmest were
approxi mately $18, 350,000 (unaudited) for the six nmonths ended June 30, 2000,
$38, 904, 000 for 1999, $38,135,000 for 1998, and $27,697,000 for 1997. The
anmounts historically incurred by Qwmest may not be representative of the
anounts incurred in the future by Touch America, either directly or under the
TSA. Corporate overhead charges not directly related to the Divested
Busi nesses have been excluded from the acconpanyi ng statenents of revenues and
di rect expenses.

Depreci ati on Expenses

Depreciation has been estimated based on the historical cost of the

assets transferred to Touch Anerica and the follow ng estimted useful lives:
Facility and | easehol d i nprovenents 5 — 30 years
Comuni cations and constructi on equi pnent 3 — 10 years
Fi ber-optic network 10 — 25 years

Managenment Esti nates

The preparation of financial statenents in conformity with generally
accepted accounting principles requires nmanagenent to nake estimtes and
assunptions that affect the reported anpunts of assets and liabilities, the
di scl osure of contingent assets and liabilities at the date of the financia
statements, and the reported anobunts of revenues and expenses during the
reporting period. Actual results could differ fromthose estinmates.

Al | ocation of Expenses

The Divested Businesses share certain services wth other business
groups of Qmest. These services are allocated to the Divested Busi nesses on a
basis that approximtes actual cost. All expenses were allocated to the
Di vested Businesses on a basis consistent with that of Qwest’s operating
results.



(b) Unaudited Pro Forna Financial Information

The following unaudited Pro Forma Consolidated Financial |nfornmation
illustrates the effects of the acquisition of the Divested Businesses
di scussed in Item 2 on our results of operations and financial position. The
Pro Forma Consolidated Statenments of Income for the Year Ended Decenber 31
1999 and for the Six Mnths Ended June 30, 2000 were prepared as if the
purchase occurred on January 1, 1999, but exclude nonrecurring itenms relating
to the purchase. The Pro Forma Consolidated Bal ance Sheet at June 30, 2000
was prepared as if the purchase occurred on June 30, 2000. Because the
purchase, in fact, occurred on June 30, 2000 and therefore was reflected in
our Consolidated Balance Sheet in our Quarterly Report on Form 10-Q for the
quarter then ended, the only disclosures related to our actual Consolidated
Bal ance Sheet at June 30, 2000 involve prelimnary revaluations of the
i ntangi bl e assets acquired from Qmest.

The unaudited Pro Forna Consolidated Financial Information is presented
for illustrative purposes only and does not purport to (i) represent what our
results of operations would have been had the transaction described in fact
occurred at the beginning of the periods indicated, or (ii) project our
results of operations or financial position for any future period or date
For exanple, the historical selling, general, and admnistrative expenses
incurred by Qwest with respect to the Divested Businesses my not be
representative of the anpunts that we nmay incur in the future, either directly
or pursuant to the TSA. The pro forma acquisition adjustnments are based upon
avai l abl e informati on that we believe is reasonabl e under the circunstances.

TASH and its predecessor were formed in 2000 to effect the June 30,
2000 closing and, therefore, the Divested Businesses were not part of a
separately operated or incorporated business unit but instead were integrated
with Qanest’s existing operations and services. The follow ng unaudited Pro
Forma Consolidated Financial Information, therefore, 1is based on the
hi storical consolidated financial statenents of the Registrant and the
hi storical Statements of Revenues and Direct Expenses and Statenment of
Sel ected Assets to be Sold relating to the Divested Businesses, giving effect
to the acquisition using the purchase nmethod of accounting and the assunptions
and adjustnments described in the footnotes. It should be read in conjunction
with (a) our audited consolidated financial statenents for the year ended
Decenber 31, 1999, including footnotes, as contained in our 1999 Annual Report
on Form 10-K, (b) our unaudited consolidated financial statenents for the six
nmont hs ended June 30, 2000, including footnotes, as contained in our Quarterly
Report on Form 10-Q for the period ended June 30, 2000, and (c) the Statenents
of Revenues and Direct Expenses and the Statenment of Selected Assets to be
Sold relating to the Divested Businesses, including footnotes, as contained in
Item 7(a) of this Form 8-K/ A
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UNAUDI TED PRO FORMA CONSOLI DATED STATEMENT OF | NCOVE
THE MONTANA POWER COVPANY AND SUBSI DI ARI ES

Year Ended Decenber 31, 1999

Di vest ed Pro Forma Pro Fornma
MPC Actual (¥ Businesses‘®  Adjustnents Resul ts

( Thousands of Dol l ars)
(except per-share anmounts)

REVENUES . ......... . .. $1,342, 309 $ 291, 253 $ - $1,633,562
EXPENSES.:
Operations and mai ntenance® ....... 750, 074 162, 315 - 912, 389
Selling, general, and
adm nistrative ................... 138, 248 61, 833 - 200, 081
Taxes other than incone taxes ...... 103, 881 - 691V 104, 572
Depreci ati on, depletion, and
amortization ..................... 111, 145 16, 650 507(? 128, 302
Wite-downs of lona-lived assets ... 7,083 - - 7,083
1,110, 431 240, 798 1,198 1, 352, 427
I NCOVE FROM OPERATIONS .. ........... 231,878 50, 455 (1,198) 281, 135

| NTEREST EXPENSE AND OTHER | NCOVE:
Interest ..... ... .. ... 43, 006 - - 43, 006
Di stributions on mandatorily

redeemabl e preferred securities

of subsidiary trusts ............. 5,492 - - 5,492
Other income —net ................. (11,029) - - (11,029)
37. 469 - - 37. 469

INCOVE TAXES . .. ... e 44, 063 - 18, 447X 62, 510
NET INCOMVE. . ... .. e 150. 346 50, 455 (19, 645)» 181. 156
Dl VI DENDS ON PREFERRED STOCK ......... 3,690 - - 3,690

NET | NCOVE AVAI LABLE FOR COMVON
STOCK . .. $ 146, 656 $ 50, 455 $ (19,645) $ 177, 466

AVERAGE NUMBER OF COMMON SHARES
OUTSTANDI NG — BASIC (000) .......... 109, 795 109, 795

BASI C EARNI NGS PER SHARE OF
COVMMON STOCK . .. ..o $ 1.34 $ 1.62

AVERAGE NUMBER OF COMMON SHARES
OUTSTANDI NG — DI LUTED (000) ........ 110, 553 110, 553

DI LUTED EARNI NGS PER SHARE OF
COMMON STOCK . .. ... $ 1.33 $ 1.61

(A As reported in the Registrant’s 1999 Annual Report on Form 10-K, filed with the SEC on
March 22, 2000.

(8) As reported in Item 7(a) of this Form 8-K/ A

(9 For purposes of presentation, we have conbined into this line item “operations” expenses
and “nmai nt enance” expenses, as separately reported in our 1999 Annual Report on Form 10-K

The acconpanyi ng notes are an integral part of these financial statenents.
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UNAUDI TED PRO FORMA CONSOLI DATED STATEMENT OF | NCOVE
THE MONTANA POAER COVPANY AND SUBSI DI ARI ES

Si x_Mont hs Ended June 30, 2000

Di vest ed Pro Forma Pro Forma
MPC Actual ¥ Businesses(®  Adjustments Results

( Thousands of Dol l ars)
(except per-share anounts)

REVENUES . ....... ... ... . . ... .. ... ... ... $ 698, 931 $ 155, 027 $ - $ 853,958
EXPENSES:
Oper ations and mai ntenance(® ....... 419, 550 86, 311 - 505, 861
Sel ling, general, and
adm nistrative ................... 70, 657 30, 554 - 101, 211
Taxes other than income taxes ...... 46,576 - 346V 46, 922
Depr eci ati on, depletion, and
anortization ..........c.ouuuunnnn. 50, 313 8, 325 253(2 58, 891
587, 096 125,190 599 712,885
I NCOME FROM OPERATIONS . ............ 111, 835 29, 837 (599) 141, 073

| NTEREST EXPENSE AND OTHER | NCOME:
Interest ....... ... ... . ... .. 20, 358 - - 20, 358
Di stributions on mandatorily

redeemabl e preferred securities

of subsidiary trusts ............. 2,746 - - 2,746

Ot her income —net ................. (14, 496) - - (14, 496)

8. 608 - - 8. 608

INCOVE TAXES .. ... e 35,531 - 10, 950(® 46,481
NET INCOVE ... ..ottt 67,696 29, 837 (11, 549) 85, 984
DI VI DENDS ON PREFERRED STOCK ......... 1, 845 - - 1,845

NET | NCOVE AVAI LABLE FOR COMMVON
STOCK o oo $ 65,851 $ 29,837 $ (11,549) $ 84,139

AVERAGE NUMBER OF COMMON SHARES
OUTSTANDI NG — BASIC (000) ......... 105, 575 105, 575

BASI C EARNI NGS PER SHARE OF
COVMMON STOCK . ..o $ 0. 62 $ 0. 80

AVERAGE NUMBER OF COMMON SHARES
QUTSTANDI NG — DI LUTED (000) ....... 106, 899 106, 899

DI LUTED EARNI NGS PER SHARE OF
COMMON STOCK . .. ... $ 0.62 $ 0.79

A As reported in the Registrant’s Quarterly Report on Form 10-Q for the period ended June
30, 2000, filed with the SEC on August 14, 2000.

(B As reported in Item7(a) of this Form 8-K/ A

(9 For purposes of presentation, we have combined into this line item “operations” expenses
and “nmmi ntenance” expenses, as separately reported in our Quarterly Report on Form 10-Q for
the period ended June 30, 2000, filed with the SEC on August 14, 2000.

The acconpanyi ng notes are an integral part of these financial statenents.
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UNAUDI TED PRO FORMA CONSOLI DATED BALANCE SHEET
THE MONTANA POWNER COVPANY AND SUBSI DI ARI ES

ASSETS
Pro Forma
MPC Act ual Results
June 30, Pro Formm June 30,
2000 Adi ust ment s 2000
( Thousands of Dol |l ars)
PLANT AND PROPERTY | N SERVI CE
UTI LI TY PLANT (includes $21, 863 pl ant
under construction)
Bl eCtriC .ot $1,062, 453 $ - $1,062, 453
Natural Gas .......... . ... 419, 069 - 419, 069
1.481.522 - 1.481.522
Less — accumrul at ed depreciation, depletion
and anortization ......... . ... 487, 497 - 487, 497
994. 025 - 994. 025
NONUTI LI TY PROPERTY!® (i ncludes $139, 406
property under construction) ................... 1, 205, 187 - 1, 205, 187
Less — accumrul ated depreciation, depletion
and anortization ......... . ... .. .. 399, 069 - 399, 069
806.118 - 806.118
1. 800. 143 - 1. 800. 143
| NTANG BLES® (net of accunul ated anortization
Of $926) . .. e 154, 506 - 154, 506
M SCELLANEQUS | NVESTMENTS:
Tel ecommuni cations investnents ................... 42,720 - 42,720
Reclamation fund ........... . ... . . . .. . ... 44,636 - 44,636
O her .. e 56,513 - 56,513
143. 869 - 143. 869
CURRENT ASSETS:
Cash and cash eaquivalents ........................ 13, 276 - 13, 276
Accounts receivabl e, net of allowance
for doubtful accounts .............. ... ... ... ... 153, 621 - 153, 621
Notes receivable ......... ... ... 22,114 - 22,114
Materials and supplies (principally at average
COSE ) ot 36, 448 - 36, 448
Prepayments and other assets ..................... 80, 186 - 80, 186
Deferred income taxes ............uiiiininnen... 20, 688 - 20, 688
326. 333 - 326. 333
DEFERRED CHARGES:
Advanced coal rovalties .......... ... . . ... .. ... 12,526 - 12,526
Requl atorv assets related to incone taxes ........ 60, 539 - 60, 539
Reaul atory assets — other ........................ 149, 961 - 149, 961
Ocher deferred charges ......... . ... . . ... .. 36,879 - 36,879
259. 905 - 259. 905
$2, 684, 756 $ - $2 684, 756

(M As reported in the Registrant’s Quarterly Report on Form 10-Q for the period ended June 30,
2000, filed with the SEC on August 14, 2000 (including assets recorded as a result of our
acquisition from Qunest of the Divested Businesses).

The acconpanyi ng notes are an integral part of these financial statenents.
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UNAUDI TED PRO FORMA CONSOLI DATED BALANCE SHEET
THE MONTANA POWNER COVPANY AND SUBSI DI ARI ES

LI ABI LI TIES AND SHAREHOLDERS EQUITY

Pro Forma
MPC Act ual Results
June 30, Pro Form June 30,
2000® Adj ust nent s 2000

( Thousands of Dol | ars)

CAPI TALI ZATI ON
Common shar ehol ders' equityv:
Common stock (240,000,000 shares wi thout par

par val ue authorized; 110,297,787

shares issued) ............ .. i $ 703,915 $ - $ 703,915
Treasury stock (4,682,100 shares authori zed,
i ssued, and repurchased by the Conpany) ...... (144, 872) - (144, 872)
Unal | ocat ed stock held by trustee for
Retirement Savings Plan...................... (18, 850) - (18, 850)
Ret ai ned earni ngs and ot her sharehol ders’
BgUI LY o 520, 386 - 520, 386
Accumul at ed ot her comprehensive loss........... (19, 448) - (19, 448)
1.041. 131 - 1.041. 131
Preferred stock ....... .. ... . .. . .. . . . 57, 654 - 57,654

Company obligated mandatorily redeemabl e
preferred securities of subsidiary trust,
whi ch hol ds sol ey Conpany j uni or subordi nat ed

debentures ......... . e 65, 000 - 65, 000
Lona-termdebt ..... ... . . . ... . . 366, 294 - 366, 294
1.530. 079 - 1.530. 079

CURRENT LI ABI LI TI ES
Lona-term debt — portion due within one vear ..... 39,429 - 39, 429
Short-termborrowing ............ ... .. 65, 000 - 65, 000
Dividends pavable ........ ... .. ... . . ... . 23,203 - 23,203
I NCOME 1 aXeS . . . 32,718 - 32,718
O her taXesS .o e 44, 936 - 44,936
Accounts pavable........ ... . . . .. ... 91, 251 - 91, 251
Interest accrued . ........ ... 10, 476 - 10. 476
G her current liabilities......... ... ... ... .. .... 103, 845 - 103, 845
410. 858 - 410. 858

DEFERRED CREDI TS:

Deferred income taxes ............ i, 14,743 - 14, 743
Investnent tax credits ........ .. ... 13,171 - 13,171
Accrued mning reclamation costs . ................ 136, 901 - 136, 901
Deferred revenue . ... ...t 256, 718 - 256, 718
Net proceeds fromthe aeneration sale............ 215, 503 - 215, 503
O her deferred credits ......... ... ... . . ... 106, 783 - 106, 783
743, 819 - 743.819
$2, 684, 756 $ - $2, 684, 756

(M As reported in the Registrant’s Quarterly Report on Form 10-Q for the period ended June 30,
2000, filed with the SEC on August 14, 2000 (including assets recorded as a result of our
acquisition from Quest of the Divested Businesses).

The acconpanyi ng notes are an integral part of these financial statenents.
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NOTES TO THE UNAUDI TED PRO FORMA CONSOLI DATED FI NANCI AL | NFORMATI ON

The accompanying Pro Forma Consolidated Financial Information for the
year ended Decenber 31, 1999, the six nonths ended June 30, 2000, and at
June 30, 2000, is unaudited. This financial information does not contain the
detail or footnote disclosure concerning accounting policies and other matters
that would be included in full fiscal year financial statenents.

NOTE 1 - TAXES OTHER THAN | NCOVE TAXES

The $691, 000 and $346, 000 increases in taxes other than incone taxes for
1999 and the six nonths ended June 30, 2000 principally reflect increased
property taxes associated with the nonutility property, plant, and equi pnment
acquired from Qnest.

NOTE 2 - DEPRECI ATI ON, DEPLETI ON, AND AMORTI ZATI ON

The $507,000 and $253,000 increases in depreciation, depletion, and
anortization expenses for 1999 and the six months ended June 30, 2000 reflect
the elimnation of Qwest’'s depreciation expenses and the addition of our
depreci ati on expenses related to the Divested Businesses. For a discussion of
the assets acquired, see Note 5. The net effect of the acquisition on our
depreciation, depletion, and anortization expenses, after adjustnments, is
therefore an increase of approximtely $17,157,000 for 1999 and an increase of
approxi mately $8,578,000 for the six nobnths ended June 30, 2000. W are
depreciating nonutility property over a period of 5 to 20 years (20 years for
fiber, 10 years for optronics and switches, and 5 years for office furniture
and other equipnent). W are anortizing intangibles over a period ranging
from an average of 3 years to 20 years (20 years for services under the IRU
agreenent and an average of 3 years for custoner lists).

As described in Note 5, an independent third-party appraisal of assets
acquired is not yet conplete. \When conpleted, the allocation of anpbunts anong
i ntangi bles may change, which would change our anortization expense and
therefore our pro fornma net incone. Assumi ng an average anortization period

of three years for custoner lists, 1999 anortization expense would increase
approxi mately $283,000 and 1999 pro forma net income would decrease
approxi mately $177,000 for every $1,000,000 allocated from services under the
| RU agreenent to custonmer |ists. The effects for the six nonths ended

June 30, 2000 would be approxi mately 50 percent of these anobunts.
NOTE 3 - | NCOVE TAXES

The $18, 447,000 and $10, 950,000 increases in income taxes for 1999 and
the six months ended June 30, 2000 result from the higher overall incone
attributable to the addition of the Divested Businesses and the pro fornma
adj ustnments at our effective income tax rate of approxinmately 37.45 percent.

NOTE 4 — NET | NCOVE AND NET | NCOVE AVAI LABLE FOR COMMON STOCK

The $19, 645,000 and $11, 549,000 decreases in net income and net incone
avai l able for commn stock for 1999 and the six nmonths ended June 30, 2000
reflect the net effects of the adjustnments to revenues and expenses in the
“pro forma adjustnments” colum. The net effect of the acquisition on our net
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income and net income available for compn stock, after adjustnents, is
therefore an increase of approximately $30,810,000 in 1999 and an increase of
approxi mately $18, 288,000 for the six nonths ended June 30, 2000.

NOTE 5 — PROPERTI ES ACQUI RED AND RELATED CAPI TAL EXPENDI TURES

Qur June 30, 2000 Consolidated Balance Sheet includes approximtely
$60, 248,000 of net nonutility property and approximtely $145,635,000 of
intangibles related to the June 30 acquisition from Quest. An i ndependent
third party is presently appraising the value of the properties acquired.
When this appraisal is conplete, which is expected to occur in the fourth
quarter of 2000, we will adjust our allocation of the purchase price anong the
vari ous bal ance sheet classifications, if necessary.

O the approxi mtely $60,248,000 of net nonutility property, we have
all ocated approximately $9,200,000 to fiber, approximately $50,448,000 to
optronics and sw tches, and approximtely $600,000 to office furniture and
equi pnent. We are depreciating these assets as described in Note 2.

The independent valuation presently indicates that approxinmately
$130, 635, 000 of the $145,635,000 provisionally classified as an intangible
asset in our second quarter 2000 Form 10-Q is associated with an indefeasible
rights of use (IRU) agreenent for transmi ssion capacity on Qmest’'s fiber-optic
network. The terns of the I RU agreenent neet certain qualifying provisions of

a capital lease as defined by Statement of Financial Accounting Standard
No. 13, “Accounting for Leases.” The renmining $15,000,000 provisionally
classified as intangibles is associated wth customer |[ists. W are

anortizing both of these assets as described in Note 2.

In Septenber 2000, we paid approximately $8,200,000 to Quest.
Approxi mately $7,900,000 of this amount related to materials purchased from
Qrest and approxi mately $300,000 of this ampbunt related to capitalized |abor
with respect to provisioning, engineering, network operating center, planning,
travel, and equipnment-transport costs incurred by Qwest and charged to us.
Because this transaction occurred after the closing of the acquisition, we
have not included these anmounts in our Pro Forma Consolidated Financial
I nf or mati on.
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SAFE HARBOR FOR FORWARD- LOOKI NG STATEMENTS

This Form 8-K/A may contain forward-looking statements wthin the
meani ng of Section 21E of the Securities Exchange Act of 1934. For war d-
| ooki ng statenents should be read with the cautionary statenents and inportant
factors included in the Conpany’s Annual Report on Form 10-K for the year

ended Decenber 31, 1999. See Part |, “Warnings About Forward-Looking
Statenents.” Forward-1 ooking statenments are all statenents other than
statements of historical fact, including, without limtation, those that are
identified by the use of the words “expects,” “believes,” “anticipates,” and

simlar expressions.
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SI GNATURES

Pursuant to the requirenments of the Securities Exchange Act of 1934,
regi strant has duly caused this report

under si gned thereunto duly authorized.

t he
to be signed on its behalf by the

THE MONTANA PONER COMPANY
(Regi strant)

By [/s/ J.P. Pederson
J. P. Pederson
Vi ce Chairman and Chi ef
Fi nancial O ficer

Dat ed: Septenber 15, 2000
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